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Audit Referral 04-06
First General Counsel’s Report

RELEVANT STATUTES
AND REGULATIONS:

INTERNAL REPORTS CHECKED:

FEDERAL AGENCIES CHECKED:

I. INTRODUCTION

Oncologics
Suzanne Haik Terrell
First Bank and Truat

2 U.S.C. §§ 431(8)(A)(i) and (B)(vii)

2U.S.C. § 431(13)

2U.S.C. § 432(e)(2)

2 US.C. § 432(i)

2 U.S.C. § 434(a)(6)

2 U.S.C. §§ 434(b)(1), (2), (3), and (4)

2 U.S.C. §§ 441a(a)(1)(A) and (2)(A)

2 U.S.C. § 441a(f)

2 U.S.C. § 441b(a)

11 C.FR. §§ 100.7(a)(1), 100.7(b)(11), and 100.12
11 C.FR. § 102.17(cX8)(i)(B)

11 CFR. § 103.3(b)

11 CFR. §§ 104.3(a)(4), 104.5(f), and 104.7(b)
11 CFR. §§ 110.1(a), (b), (¢), and (g)

11 C.FR. § 110.2(b)

11 CFR. § 1109

11 CER. § 114.2(d)

Audit Documents
Disclosure Reports

None

This matter is based on an audit of Terrell for Senate (“the Committee™), which was

conducted by the Audit Division of the Federal Election Commission (*“the Commission™)

pursuant to 2 U.S.C. § 438(b).' See Final Audit Report (approved by the Commission on

August 4, 2004). The audit covered the period from July 19, 2002 through December 31, 2002.2

! Suzanne Haik Terrell was a candidate for the U.S. Senate from Louisiana in 2002.

? The facts relevant to this matter occurred both prior to and after the effective date of the Bipartisan Campaign
Reform Act of 2002 (“BCRA™), Pub. L. 107-155, 116 Stat. 81 (2002). Accordingly, the activity prior to BCRA is
subject to the provisions of the Act as it existed at that time and the activity after BCRA is subject to the Act as
amended by BCRA. However, the statutory provisions and Commission regulations at issue were not amended by
BCRA in a manner relevant to the activity in this matter.
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Based on the information set forth in the Final Audit Report, this Office recommends that the
Commission find reason to believe that the Committee and Justin Schmidt, in his official
capacity as treasurer:
¢ Violated 2 U.S.C. § 441b(a) by knowingly accepting 65 corporate contributions
totaling $64,600. (Attachment 1 at pp. 8-10).
e Violated 2 U.S.C. § 441a(f) by knowingly accepting 541 contributions in excess
of the limitations of the Federal Election Campaign Act of 1971, as amended
(“the Act”), totaling $552,773. (Attachment 1 at pp. 10-13).
o Violated 2 U.S.C. § 441b(a) by knowingly accepting $100,000 from the proceeds
of an unsecured bank loan. (Attachment 1 at pp. 13-14).
¢ Violated 2 U.S.C. § 434(b) and 11 C.F.R. §§ 104.3(a) and (b) by understating
total receipts by $693,576 and total disbursements by $960,876, and overstating
cash on hand by $281,800. (Attachment 1 at pp. 14-16).
e Violated 2 U.S.C. § 434(b)(3)(A) and 11 C.F.R. § 104.3(a)(4)(i) by failing to
itemize all of the contributions from individuals. (Attachment 1 at pp. 16-17).
e Violated 2 U.S.C. § 434(b)(3XB) and 11 C.F.R. § 104.3(a)(4)(ii) by failing to
itemize 80 cantributions from palitical committees toinling $134,597.
(Attachment 1 at p. 17).
o Violated 2 U.S.C. § 434(b)(2)(F) and 11 C.F.R. §§ 102.17(c)(8)(i)(B) and

104.3(a)(4) by failing to disclose and itemize $302,000 in proceeds from joint

3 The Committee, in its post-general election fundraising solicitations, informed individual contributors they could
contribute $1,000 for the primary election debt, $1,000 for the general election debt, and $1,000 for the runoff
election. The fundraising solicitations also informed political committee contributors they could contribute $5,000
for the primary election debt, $5,000 for the gencral alection debt, and $5,000 for the runoff election. The
Committee, however, did not have net debts outstanding from the primary election and it did not have enough
general election debts for these excessive contributions.
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fundraising activity, and by failing to itemize its share of the gross receipts as
contributions from the original contributors as required on memo Schedules A for
any of the $420,500 in transfers of joint fundraising proceeds. (Attachment 1 at
p. 18).

e Violated 2 U.S.C. § 434(b)(3)(A) and 11 C.F.R. § 104.3(a)(4)(i) by failing to
disclose the occupation and namr. of employer for 1,173 contributions from
individual contribntors totaling $812,585, and alsa failed to demonstrate that best
effarts were made to obtain, maintain, and submit the missing information.
2US.C. §432(i) and 11 CF.R. § 104.7(b). (Attachment 1 at pp. 19-20).

e Violated 2 U.S.C. § 434(a)(6) and 11 C.F.R. § 104.5(f) by failing to file 48-hour
notices for 77 conlributions-totaling $106,100. (Attachment 1 at pp. 20-21).

II. ADDITIONAL RESPONDENTS

A. Susan Arceneaux*

We recommend that the Commission find reason to believe that former assistant treasurer
Susan Arceneaux, in her personal capacity, violated the same provisions of the Act and
regulations as the Comniittee. It is reasonable to infer, considering the circumstances cutlined
below and the sheer numbar af excessive and prohibiird contributions and other spccific
instances of apparent violations, that she recklessly failed to fulfill the duties imposed on

treasurers by provisions of the Act and the Commission’s regulations. Specifically:

* There is insufficient information on which to base a reccommendation that the Commission find reason to believe
that the Committee’s former treasurer, Clifton W. Newlin, who was treasurer during the time the apparent violations
occurred, violated the Act, particularly in light of the fact that the assistant treasurer actually carried out the duties of
treasurer.
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Arceneaux, who was an employee of Political Compliance Services, Inc., a
company that specializes in Federal Election Commission compliance services,®
received copies of the contribution checks, and prepared and signed all of the
Committee’s disclosure reports during the 2002 election cycle.

Eighteen of the contributor checks this Office reviewed were from corporations,
as the name and address fields on the face of the checks indicated that these
checks were drawn on corporate aceounts. Other checks, in which the name and
address fields on the face of the checks denoted that they ware from Limited
Liability Companies (“LLCs"), also appeared to be illegal because the LLCs at
issue elected to be treated as corporations by the Internal Revenue Service.®

The disclosure reports included such a large number of excessive contributions
from individuals and political committees so as to suggest a lack of attention by
Arceneaux. Notably, the Final Audit Report concluded there were 541 excessive
contributions totaling $552,773. See Attachment 1 at pp. 9-12.

Had Arceneaux reviewed the bank loan documents, which were made available to
the Commission’s awditors, she would have seen that the loan was unsecured.
While Arceneaux filed same 48-hour netices, she failed ta file 48-hour netices for
77 contributions totaling $106,100, a significant number considering that she is a

professional compliance consultant.

5 See http://www.politicalcompliance.com. The Committee paid Political Compliance Services, Inc. for
Arceneaux’s services.

§ Arceneaux apparently made no effort to verify the legal status of those contributions. During the audit process,
the Committee’s attorney sent letters to apparent corporate contributors asking for information regarding the
contributor’s corporate status. The Committee, in its amended 2002 Year-End Report, acknowledged that all of the
LLCs at issue made corporate contributions. See Amended 2002 Year-End Report (August 18, 2004).
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e Arceneaux filed disclosure reports that were materially deficient in terms of
accurately disclosing financial activity and providing complete itemization of
contributions.

B. Corporate Contributors

Forty-five’ LLCs and corporate entities apparently made 65 prohibited contributions to
the Committee totaling $64,600.® Forty-two of those contributors made less than $4,000 in
contributions. Three LLCs contributed $4,000 or mere: Otto Candies, L.L.C. ($19,000); Clean
Tank, L.L.C. ($8.000); and Land-Glo, L.L.C. ($4,000).° In order to focus the case and the
Commission’s resources on the most egregious conduct, this Office recommends that the
Commission exercise its prosecutorial discretion to pursue only these three corporate
contributors. We are not recommending that the Commission take action against the 42
corporate contributors who contributed less than $4,000. Therefore, this Office recommends that
the Commission find reason to believe that Otto Candies, L.L.C.; Clean Tank, L.L.C.; and Land-

Glo, L.L.C. violated 2 U.S.C. § 441b(a).

7 The Audit Referral states that there were 47 LLCs and corporate entities that made prohibited contributions.
However, based on the Audit staff's work papers, it appears that there were 45 LLCs and corporate entities that
made prohibited contributions.

8 See note 6 supra.

? The names of these corporate contributors and the amounts of their contributions were not included in the Audit
Referral or tha Final Audit Report. Thal information was contained in the Audit siaff’s work papers. The Audit
staff’s work papers also included Otto Candies, L.L.C.’s respons: to the Committee’s attorney’s inquiry verifying its
status as a corporation for Internal Revenue Service purposes. See note 6, supra. Although we do not have similar
verification of Clean Tank, L.L.C.’s and Land-Glo, L.L.C.’s corporate status, the Committee, in its amended 2002
Year-End Report, acknowledged that Clean Tank, L.L.C. and Land-Glo, L.L.C. made corporate contributions. /d.
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C. Individuals Who Made Excessive Contributions
More than three hundred individual contributors apparently made excessive
contributions.'® In order to focus the case and the Commission’s resources on the most
egregious conduct, this Office recommends that the Commission exercise its prosecutorial
discretion to pursue only the six contributors identified below, each of whom contributed more
than twice the per élecdon contribution limit and whose contributions were $3,000 or morc over
the limit.""
¢ Sammy Joe Russo, whose contributions exceeded the limit by $13,000.
¢ Julie N. Murphy, whose contributions exceeded the limit by $5,000.
¢ John E. Soileau, whose contributions exceeded the limit by $4,000.
¢ Edward L. Diefenthal, whose contributions exceeded the limit by $3,000.
¢ Carolyn Gilmore, whose contributions exceeded the limit by $3,000.
¢ M. Maitland Deland, whose contributions exceeded the limit by $3,000.
We are not recommending that the Commission take action against the individual
contributors whose excessive contributions totaled less than $3,000.
Therefore, this Office recommends that the Commission find reason to believe that
Sammy Joe Russo, Julie N. Murphy, John E. Soileau, Edward L. Diefenthal, Carolyn Gilmore,

and M. Maitland Deland violated 2 U.S.C. § 441a(a)(1)(A).

1 In evaluating the excessive contributions Audit staff applied the “curability” regulations at 11 C.F.R.
§§ 110.1(b)(5) and 110.1(k).

""" The names of the individual contributors and the amounts of their contributions were not included in the Audit
Referral or the Final Audit Report. That information was contained in the Audit staff’s work papers.
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D. Political Committees That Made Excessive Contributions

Thirty-eight political committees apparently made excessive contributions to the
Committee. In order to focus the case and the Commission’s resources on the most egregious
conduct, this Office recommends that the Commission exercise its prosecutorial discretion to
pursue only the eight political committees identified below, each of which contributed more than
twice the per election contribution limit.'?

¢ The Republican Jewish Coalition-Political Action Committee, whose contributions
exceeded the limit by $10,000.

o Senate Majority Fund, whose contributions exceeded the limit by $7,000.

o The Bluegrass Committee, whose contributions exceeded the limit by $5,000.

¢ Good Government for America PAC, whose contributions exceeded- the limit by $5,000.

e America’s Foundation fka Fight PAC, whose contributions exceeded the limit by $5,000.

e Defend America PAC, whose contributions exceeded the limit by $5,000.

¢ Republican Majority Fund, whose contributions exceeded the limit by $5,000.

e Volunteer PAC, whose contributions exceeded the limit by $5,000.

We are not recommending that the Commission take action agaiest the 30 political
committees who did not contribuie mare than twice the per electien contribution fimit.

Therefore, this Office recommends that the Commission find reason to believe that the
Republican Jewish Coalition-Political Action Committee and Matthew Brooks, in his official
capacity as treasurer; Senate Majority Fund and Ashley Ragan, in her official capacity as

treasurer; the Bluegrass Committee and Larry Steinberg, in his official capacity as treasurer,

12 The names of the political committee contributors and the amounts of their contributions were not included in
the Audit Referral or the Final Audit Report. That information was contained in the Audit staff’s work papers.
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Good Government for America PAC and Melinda Anderson, in her official capacity as treasurer;
America’s Foundation fka Fight PAC and Barbara Bonfiglio, in her official capacity as treasurer;
Defend America PAC and John Lloyd, in his official capacity as treasurer; Republican Majority
Fund and Barbara Bonfiglio, in her official capacity as treasurer; and Volunteer PAC and Dawn
Perkerson, in her official capacity as treasurer, violated 2 U.S.C. § 441a(a)(2)(A).
E.  Partnerships That Made Excessive Contributions
Nine partnerships and LLCs that elected to be treatad as partnerships by the Internal
Revenue Service made excessive contributions to the Committee. In order to facus the case and
the Commission’s resources on the most egregious conduct, this Office recommends that the
Commission exercise its prosecutorial discretion to pursue only the three partnerships identified
below, each of which contributed more than twice the per election contribution limit and whose
contributions were $3,000 or more over the limit.
o The Carthage Partners, L.C., whose contributions exceeded the limit by $9,000.
o Chaffe, McCall, Phillips, Toler & Sarpy, L.L.P., whose contributions exceeded the limit
by $5,000.
e Oncologics, whose contributions exceeded the limit by $3,000.
We are not recommending that the Commission take action against the six partnerships
whose excessive contributions totaled less than $3,000.
Therefore, this Office recommends that the Commission find reason to believe that The
Carthage Partners, L.C., Chaffe, McCall, Phillips, Toler & Sarpy, L.L.P., and Oncologics

violated 2 U.S.C. § 441a(a)(1)(A).
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F. Suzanne Haik Terrell and First Bank and Trust

Suzanne Haik Terrell (“the Candidate™) obtained a loan in the amount of $101,000 from
First Bank and Trust (“the Bank™) on August 2, 2002. On August 5, 2002, the Candidate loaned
the Committee $100,000 from the proceeds of the loan. The Committee repaid the loan directly
to the Bank on December 16, 2002. See Attachment 1 at 13. Based on information in the Final
Audit Report, it appears that the loan did not meet the Comnission’s *assurance of repayment”
standard. Id. at 14. Consequently, the loan was a prohibited contribution by the Bank, which the
Candidate received on behalf of the Commiittee. 2 U.S.C. § 432(¢)(2). Therefore, this Office
recommends that the Commission find reason to believe that Suzanne Haik Terrell and First
Bank and Trust violated 2 U.S.C. § 441b(a).

IIl.

This Office recommends that the Commission | prior to a finding of
probable cause to believe with Terrell for Senate and Justin Schmidt, in his official capacity as
treasurer; former assistant treasurer Susan Arceneaux, in her personal capacity; Otto Candies,
L.L.C.; Clean Tank, L.L.C.; Land-Glo, L.L.C.; Sammy Joe Russo; Julie N. Murphy; John E.
Soileau; Edward L. Diefenthial; Carelyn Gilmore; M. Maitland Deland; Republican Jewish
Cuntition-Political Action Committee and Maithew Brooks, in his official capacity as treasurer;
Senate Majority Fund and Ashley Ragan, in her official capacity as treasurer; Bluegrass
Cemmittee and Larry Steinberg, in his official capacity as treasurer; Good Government for
America PAC and Melinda Anderson, in her official capacity as treasurer; America’s Foundation
fka Fight PAC and Barbara Bonfiglio, in her official capacity as treasurer; Defend America PAC
and John Lloyd, in his official capacity as treasurer; Republican Majority Fund and Barbara

Bonfiglio, in her official capacity as treasurer; Volunteer PAC and Dawn Perkerson, in her
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official capacity as treasurer; The Carthage Partners, L.C.; Chaffe, McCall, Phillips, Toler &

Sarpy, L.L.P.; Oncologics; Suzanne Haik Terrell; and First Bank and Trust.
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IV. RECOMMENDATIONS
1. Open a MUR;
2. Find reason to believe that Terrell for Senate and Justin Schmidt, in his official

capacity as treasurer, violated 2 U.S.C. § 441b(a), 2 U.S.C. § 441a(f), 2 US.C.
§ 434(b) and 11 C.F.R. §§ 102.17(c)(8)(i)(B) and 104.3(a) and (b), and 2 U.S.C.
§ 434(a)(6) and 11 C.F.R. § 104.5(f), |

Find reason to believe thiat former assistant treasurer Susan Arceneaux, in her
personal capacity, violated 2 U.S.C. § 441b(a), 2 U.S.C. § 441a(f), 2 U.S.C.

§ 434(b) and 11 C.F.R. §§ 102.17(c)(8)(i)(B) and 104.3(a) and (b), and 2 U.S.C.
§ 434(a)(6) and 11 C.F.R. 104.5(f), |




118044293058

OV OO~IAWNE WN -

Audit Referral 04-06 14
First General Counsel’s Report

4,

10.

11.

12

13.

14.

Find reason to believe that Otto Candies, L.L.C. violated 2 U.S.C. § 441b(a),

I
Find reason to believe that Clean Tank, L.L.C. violated 2 U.S.C. § 441b(a), |
: I
Find reason to believe that Land-Glo, L.L.C. violated 2 U.S.C. § 441b(a), |
| I
Find reason to believe that Sammy Joe Russo violated 2 U.S.C. § 441a(a)(1)(A),
| I
Find reason to believe that Julie N. Murphy violated 2 U.S.C. § 441a(a)(1)(A),
| I
Find reason to believe that John E. Soileau violated 2 U.S.C. § 441a(a)(1)(A),
| I

Find reason to believe that Edward L. Diefenthal violated 2 U.S.C.
§ 441a(a)(1)(A), | , |

Find reason to believe that Carolyn Gilmore violated 2 U.S.C. § 441a(a)(1)(A),

|
I
Find reason to believe that M. Maitland Deland violated 2 U.S.C.

§ 441a(a)(1)(A), | I

Find reason to believe that Republican Jewish Coalition-Political Action
Committee and Matthew Brooks, in his official capacity as treasurer, violated
2U.S.C. § 441a(a)(2)(A), |

Find reason ta believe that Senate Majority Fund and Ashley Ragan, in her
official capueity as treasurer, violaied 2 UL.S.C. § 441a(a)(2)(A}, |
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1S.

16.

17.

18.

19.

20.

21.

22,

23.

24.

official capacity as treasurer, violated 2 U.S.C. § 441a(a)(2)(A),

Find reason to believe that Bluegrass Committee and Larry Steinberg, in his

Find reason to believe that Good Government for America PAC and Melinda
Anderson, in her official capacity.as treasurer. violated 2 U.S.C. § 441a(a)(2)(A),

Find reason to believe that America’s Foundation fka Fight PAC and Barbara
Bonfiglio, in her official capacity as treasurer, violated 2 U.S.C. § 441a(a)(2)(A),

Find reason to believe that Defend America PAC and John Lloyd, in his official
capacity as treasurer, violated 2 U.S.C. § 441a(a)(2)(A), |

I
I
Find reason to believe that Republican Majority Fund and Barbara Bonfiglio, in

her official capacity as treasurer, violated 2 U.S.C. § 441a(a)(2)(A),
I

Find reason to believe that Volunteer PAC and Dawn Perkerson, in her official
capacity as treasurer, violated 2 U.S.C. § 441a(a)(2)(A), |

|
|
Find reason to believe that The Carthage Partners, L.C. violated 2 US.C.

§ 441a(a)(1)(A), | |

Find reason to believe that Chaffe, McCall, Phillips. Taler & Sarpy, L.L.P.
violated 2 U.S.C. § 441a(a)(1)(A), |

I
Find reason to believe that Oncologics violated 2 U.S.C. § 441a(a)(1)(A), |

Find reason to believe that Suzanne Haik Terrell violated 2 U.S.C. § 441b(a),
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25.

26.

27.

28.

Find reason to believe that First Bank and Trust violated 2 U.S.C. § 441b(a), |

Approve as Factual and Legal Analyses for Terrell for Senate and Justin Schmidt;
Otto Candies, LL.C.; Clean Tank, L.L.C.; Land-Glo, L.L.C.; Sammy Joe Russo;
Julie N. Murphy; John E. Soileau; Edward L. Diefenthal; Carolyn Gilmore; M.
Maitland Deland; Republican Jewish Coalition-Political Action Committee and
Matthew Brooks; Senate Majority Fund and Ashley Ragan; Bluegrass Committee
and Larry Steinberg; Good Government for America PAC and Melinda Anderson;
America’s Foundation fka Fight PAC and Barbara Bonfiglio; Defend America
PAC and John Lloyd; Republican Majority Fund nnd Barbara Bonfiglio;
Volunteer PAC and Dawn Perkersan; The Carthage Partreers, L.C.; Chaffee,
McCall, Phillips, Toler & Sarpy, L.L.P.; Oncologics; Suzanne Haik Terrell; and
First Bank and Trust, the Final Audit Repert on Terrell for Senate, approved by
the Comrission on August 4, 2004;

Approve the attached Factual and Legal Analysis for Susan Arceneaux;
Approve the appropriate letters,?’

Lawrence H. Norton

General Counsel

Rhonda J. Vosdingh

Assaciate General Counsel
for Enforcement

3/30/0-5 BY: &’Wqﬁ;f‘ M‘

Date

Cynfhia E. Tompkins
Assistant General Counsel

¥ With respect to Otto Candies, L.L.C.; Clean Tank, L.L.C.; Land-Glo, L.L.C.; Sammy Joe Russo; Julie N.
Murphy; John E. Soileau; Edward L. Diefenthal; Carolyn Gilmore; M. Maitland Deland; Republican Jewish
Coalition-Political Action Committee and Matthew Brooks; Senate Majority Fund and Ashley Ragan; Bluegrass
Committee and Larry Steinberg; Good Government for America PAC and Melinda Anderson; America's
Foundation fka Fight PAC and Barbara Bonfiglio; Defend America PAC and John Lloyd; Republican Majority Fund
and Barbara Bonfiglio; Volunteer PAC and Dawn Perkerson; The Carthage Partners, L.C.; Chaffe, McCall, Phillips,
Toler & Sarpy, L.L.P.; and Oncologics, tha respandent’s contribution record will be inalided in the reason to
believe notification letter.




110442932061

Audit Referral 04-06 17

First General Counsel’s Report

Jack A. Gould
Attorney

Attachments:
1. Final Audit Report
2. Report of Audit Division - Review of Committee’s Amended Reports
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FEDERAL ELECTION COMMISSION
Washington, DC 20463

August 13, 2004

MEMORANDUM

TO: ROBERT W. BIERSACK
PRESS OFFICER
PRESS OFFICE

FROM: JOSEPHF. STOLTZ
ASSISTANT STAFF OR
AUDIT DIVISION

SUBJECT: PUBLIC ISSUANCE OF THE REPORT OF THE AUDIT DIVISION ON
TERRELL FOR SENATE

Attached please find a copy of the final audit report on Terrell for Senate, which
was approved by the Commission on August 4, 2004.

Informational copies of the report have been received by all partics involved and
the report may be released to the public on August 13, 2004.

Attachment as stated

cc: Office of General Counsel
Office of Public Disclosure
Reports Analysis Division
FEC Library
Web Manager

Attachment ]

Dnaa N1 ~fA
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Report of the
Audit Division on

Terrell for Senate
July 19, 2002 - December 31, 2002

Why the Audit

Was Done

Federal law permits the
Commission to canduct
audits and field
investigations of any
political committee that is
required to file reports
under the Federal
Election Campaign Act
(the Act). The
Commiissien generally
condocts such audits
when a committer
appears not ta have mat
the threshold
requirements for
substantial compliance
with the Act.'! The audit
determines whether the
committee complied with
the iimitations,
prohibitions and
diselosure requiremonts
of the Act.

Future Action
The Commission may
initiate an enforcement
action, at a later time,
with respect to any of the
matters discussed Io this

report.

' 2 US.C. §438(b).

About the Committee (p. 2)

" Terrell for Senate (TFS) is the principal campaign committee for

Suzanne Haik Terrell, Repablican candidate for the U.S. Senate
from ttte state of Louisiana, and is headquartered ir Alexandria,
Virginia. For more information, ace tha chart on the Campaign
Organization, p.2.

Financial Activity (p. 2)

o Receipts
o From Individuals $ 2,532,544
o From Politica] Party Committees 154,726
o From Other Political Committees 665,149
o Transfers from Other Authorized 420,500
Committees
o Loans — Made or Guaranteed by the 300,000
Candidate
o Total Recelpts $ 4,072,919
¢ Disbursements
o Total Operating & Other $ 3,721,155

Disbursements

Findings and Recommendations (p. 3)

Receipt of Prohibited Corporate Contributions (Finding 1)
Receipt of Contributions that Exceed Limits (Finding 2)
Receipt of Bank Loan (Finding 3)

Misstatement of Financial Activity (Firding 4)

Failure ta Itemize Contributions from Individuala (Finding 5)
Failure to Itemize Contributions from Political Committees
(Finding 6)

Disclosure of Proceeds from Joint Fundraising Activity
(Finding 7)

e Disclosiae of Qccupation and Nane of Empioyer (Finding 8)
¢ Failure tc File 4-Hour Notices (Finding 9)
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Part 1
Background

Authority for Audit

This report is based on an audit of Terrell for Senate (TFS), undertaken by the Audit
Division of the Federal Election Commission (the Commission) in accordance with the
Federal Election Campaign Act of 1971, as amended (the Act). The Audit Division
conducted the audit pursuant to 2 U.S.C. §438(b), which permits the Commission to
conduci audits and field investigations of any political committee that is required to file a
report under 2 U.8.C. §434. Prior to conducting any audit under this subsection, the
Commission must perform un Intemal review of reports filed by selected committees to
determine if the reports filed by a partioular commiicee meet the threshold requirainents
for substantial compliance with the Act. 2 U.S.C. §438(b).

Scape of Audit

Following Commission approved procedures, the Audit staff evaluated various factors
and as a result, this audit examined:

The receipt of excessive contributions and loans.

The receipt of conttibutions from prohibited sources.

The disclosure of contributions received.

The consistercy between sepurted figunes and benk records.

The completanesa of azcords.

Other committee operations necessary to the raview.

QLB WLWN -

Changes to the Law

On March 27, 2002, President Bush signed into law the Bipartisan Campaign Reform Act
of 2002 (BCRA). The BCRA contains many substantial and technical changes to the
federal campaign finance law. Most of the changes became effective November 6, 2002.
Except for the period November 7, 2002, through December 31, 2002, the period covered
by this autiit pre-dates these changes. Thoreforo, the stntutory and regulatary
requirements cited in this report are primarily those thet were in affect prior to Noven:ber
7. 2002. .
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Part 1l

Overview of Campaign
Campaign Organization
Important Dates Terrell for Senate
e Date of Registration July 16, 2002
e _Audit Coverage July 19, 2002 - December 31, 2002
Headquarters Alcxandria, Virginia
Bank Information
o Bank Depositories 1
e Bank Accounts 1 Checking, 1 Money Manager (Savings)
Treasurer

o Treasurer When Audit Was Conducted Bryan Blades (Stating March 31, 2003)
Justin Schmidt (Starting December 22, 2003)

o _Treasurer During Period Covered by Audit { Cliff Newlin

Management Information
Auended FEC Campaign Einance Seminar | No
Used Commonly Available Campaign Yes
Management Software Package

¢ Who Handled Accounting, Recordkeeping | Vita Levantino — Consultant
Tasks and other Day-to-Day Operations

Overview of Financial Activity
(Audited Amounts)
Cash on hand @ July 19, 2002 $0
Receipts
o From Individuals $ 2,532,544
o From Political Party Committees 154,726
o From Other Political Committees 665,149
o Transfers from Other Authdrized Committees 420,500
o Loans — Made or Guaranteed by the Candidate 300,000
‘Total Receipts $ 4,072,919
Total Operating and Other Disbursamenis $ 3,721,155
Cash on hand @ Decembar 31, 2002 $ 351,764
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Part III
Summaries

The interim audit report (IAR) was forwarded to TFS for response on May 21, 2004. The
Audit staff contacted caunsel for the committee and verified receipt of the repart. The
response was due on June 23, 2004. TFS requested and received a 15-day extension to
July 8, 2004 to respond to the IAR. On July 20, 2004, TFS submitted (draft) amended
reports for the Audit staff’s review prior to filing them with the Commission. Our review
indicated the amendments were deficient; materially resolving only two of the findings.
This information was relayed to TFS representatives via email on July 21, 2004. TFS
representatives itidicated they are working on a response. To data, no further response
has been 1easived; nor amended regorts filed with the Cammissian.

Findings and Recommendations

Finding 1. Receipt of Prohibited Corporate Contributions
TFS received 65 prohibited contributions totaling $64,600 from 47 different Limited
Liability Companies (LLCs) and corporate entitics. The Audit staff recommended that
TFS either provide evidence that these contributions were not from prohibited sources or
refurid the 104,600. (For morg detail, see p. 5)

Finding 2. Receipt of Contodbhutions that Exceed Limits

A review of contributions from individuals and political committees identified 541
contributions, totaling $552,773, which exceeded the contribution limijts. In some
instances the contributions were solicited after the election to which they relate but there
were insufficient net debts to allow TFS to keep the contribution. The Audit staff
recommended that TFS either provide evidence that the identified contributions were not
in excess of the limitations or refund $552,773. (For more detail, see p. 7)

Finding 3. Receipt of Bank Loan

The Candidute loaned TFS $101,000 from the procneds of a bimk leen. The Audit staff
was unatile to determine If the benk perfecied its seeurity idtarest in caihateral for the
loan. The Audit staff recommended that TFS provide documentation to show the loan
was properly secured. (For more detail, see p. 10)

Finding 4. Misstatement of Financial Activity

TFS misstated receipts, disbursements, and the ending cash balance during 2002. The
Audit staff recommended that TFS amend its reports to correct the rnisstatements.
(For more detuit, sec p. 11)
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Finding 5. Failure to Itemize Contributions from
Individuals

A sampla teat of coatributions revealed that TFS did not itemize 15% of the contributions
from individuals on Schedules A as required. The Audit staff racommended that TFS file
amended Schedules A, by reporting period, to disclase contributions riot previously
itemized. (For more detail, see p. 13)

Finding 6. Failure to Itemize Contributions from Political

Committees

TFS did not itemize 80 contributions totaling $134,597 received from political
committees. The Audit staff recommended that TFS file amended Schedules A
disclosing the oonutbutiuns not previously itemized. (For more detail, see p. 14)

Finding 7. Discloswre of Proceeds from Joiat Fundraising
Activity

TFS failed to properly disclosa the receipt of net proseeds from joint fundraising activity
with Louisiana Victory 2002 Fund and Terrell Victory Committee. The Audit staff
recommended that TFS file amended reports to correctly disclose these receipts. (For
more detail, see p. 15)

Finding 8. Disclosure of Occupation and Name of
Employer

TFS did not adequately disclose occupation and/or name of employer information for
1,173 contributions from Individuals totaling $812,585. In addition, TFS did not
demonstrate best efforts to obtain, maintain and submit the information. The Audit staff
recommended that TFS either: provide documentation that demonstrates best efforts were
made to obtain the missing information or contact each contributor lacking the
information, submit evidence of such contact, and disclose any inforraation received in
amended reports. (For more detail, see p. 16)

Finding 9. Failmme o File 48-Hour Notices

TFS failed to file #8-hour notices for 77 contributions totaling $106,100. The Audit staff
recommentied that TFS provide evidenos thet 48-hour notices were timely filed.

(For more detail, see p. 17)
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Part IV
Findings and Recommendations

The following findings were discussed with the TFS’ representative at the exit
conference. Appropriate workpapers and supporting schedules were provided.

The interim audit report (IAR) was forwarded to TFS for response on May 21, 2004. The
Audit staff contacted counsel for the committee and verified receipt of the report. The
response was duc on June 23, 2004. TFS reguested and received a 15-day extension to
July 8, 2004 to respomtd 1o the IAR. Qn July 20, 2004, TFS sulnnitted (draft) amendod
reports fcn the Audit siaff’s review priar to filing them witk tire Comranission. Our review
indicated the amendments were deficient, materially resolving oilly twe of the findings.
This information was relayed m TFS representatives via email on July 21, 2004. TFS
representatives indicated they are working on a respanse. To date, no further response
has been received; nor amended reports filed with the Commission.

[Finding 1. Receipt of Prohibited Corporate Contributions

|

Summary
TFS received 65 prohibited contributions totaling $64,600 from: 47 Limited Liability
Companies (LLCs) and corporate entities. The Audit staff recommended that TFS either
provide evidence that these contributions were not from prohibited sources or refund the
$64,600.

Legal Standard

A. Receipt of Prohibited Contributions — Candidates and committees may not accept
contributions (in the form of money, in-kind contributions or loans):

1. In the name of another; or

2. From the treasury funds of the following prohibited sources:

e Corpuraions (this mems any incorporated organization, including a non-stock
corpatation, :m incaxporara membership orgahization, aad an incarporated
oooperative);

e Labor Organizations;

e National Banks;

2U.S.C. §§441b, 441c, 441e, and 441f.

B. Definition of Limited Liability Company. A limited liability company (LLC) is a
business entity 1ovognized as an LLC under the laws of the state in which it was
established. 11 CFR §110.1(g)(1).

C. Application of Limits and Prohibitions to LLC Contributlons. A contribution
from an LLC is subject to contribution limits and prohibitions, depending on several
factors, as explained below.
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e LLC as Partnership. The contribution is considered a contribution from a
partnership if the LLC chapses to be treated as a partnership under Internal Revenue
Servioe (I1S) tax rulks, or if it makae no choice or all about its tex orpas. A
contribution by a partnership is attributed te each partner in direct proportion to bis or
her sbare of the paitnership profits. il CFR §§11Q.1(e)(1) and (gX2).

e LLC as Corporation. The contribution is considered a corporate contribution—and
is barred under the Act—if the LLC chooses to be treated as a corporation under IRS
rules, or if its shares are traded publicly. 11 CFR §110.1(g)(3).

e LLC with Single Member. The contribution is considered a contribution from a
single individual if the LLC is a single-member LLC that has not chosen to be treated
es a corporation under IRS rulos. 11 CFR §110.1(g)(4).

D. Limited Liability Company’s Respansihility te Natify Recipient Committee. At

the time it makes a contribution, an LLC must notify the recipient committee:

o That it is eligible to make the contribution; and

e In the case of an LLC that considers itself a partnership (for tax purposes), how the
contribution should be attributed among the LLC’s members. 11 CFR §110.1(g)(5).

E. Questionabls Confributions. If a cornmittet soceives a contribution thut appears to
be prohibited (a questionable conaibution), it muat follow the procecheras below:

1. Within 10 days after the treasurer receives the questionable contribution, the
committee must either:

e ot the contribution to the contributor without depositing it; or
» Deposit the centribuiion (and fallow the steps below). 11 CFR §103.3(b)(1).

2. If the comrmittee depasits the questionable contribution, it may not spend the
funds and must be prepared to refund them. It must therefore maintain sufficient
funds to make the refunds or establish a separate account in a campaign
depository for possibly illegal contributions. 11 CFR §103.3(b)(4).

3. The commitree must keep a written record exptaining why the contribution may
be prohibited and must include this information when 1eporting the receipt of the
contribution. 11 CFR §103.3(b)(S).

4. Within 30 tlays of the treasurer’s receipt of the questionable contribution, the
committee must make at least one written or oral request for evidence that the
contribution is legal. Evidence of legality includes, for example, a written
statement from the contributor explaining why the contribution is legal or an oral
explanation that is recorded by the committee in a memorandum. 11 CFR
§103.3(b)1).

5. Within these 30 days, the committee st either:

e Confirm the legality of the contritrution; or
¢ Refund the vontribution to the contributor and note the refutrd on tho report
coveriaig the potiod in which the reford was made. 11 CFR §103.3(b)(1).
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Facts and Analysis

A review of contributions received by TFS resulted in the identification of 65 prohibited
contritastions from 47 difforom coreorat: eotities totaling §64,6G0.2 Qf these prohibired
contributions:

o TFS received directly 46 prohibited contributions, which totaled $43,400. Of
these, 27 contributiens, totaling $32,750, were from LLCs but lacked the
necessary documentation to establish that contributing entities are not treated as
corporations for tax purposes, and 19, totaling $10,650, were from corporate
entitics. During the course of the audit, TFS provided photocopies of letters,
dated Angust, 2003, sent to the corporate entitics that were returned by the

~ contributars acknowledging their curporuts stztus. Three of tite letters weur
returrd to TFS ao undelivemble. Forther, the Aadit stoff comtactad the
appropriate Secretary of Staie’s offico to canfirmm the carperate status for the 19
contributions from carporate ensitics. None of the contributinns have been
refunded.

¢ In addition, TFS received 19 contributions from limited liability companies,
totaling $21,200, as part of a transfer of proceeds from a joint fundraiser
conducted by the Louisiana Victory 2002 Fund. As with the other contributions
from LLCs, TFS records did not contain any nodfications from these coniributors
stating they were eligible to make such a contriburion.

At the exit conference, the Audit staff provided TFS ropresentatives with a scheduje of
the prohibited contributions. As part of documentation suhmittad subsequent to the exit
conference, TFS representatives confirmed that the 46 contributions ($43,400) received
were from prohibited sources. They further indicated that letters will be sent relative to
the other 19 contributions received from LLCs requesting their IRS filing status.

Interien Audit Report Recommendation

The Audit staff recormmended thar TFS provide evidetce that the 19 ccatributions
($21,200) rrceived as part of iproceeds frmm a joint fundreiser wre not prohibited. Absent
such evidence, TFS should have refund the $64,600 in contributions and provided copies
(front and heck) of eaeh negotiated refund check. If fusmids were not available to make the
necemary refurels, the amounts dusg shnuld have been disclosad an Schedale D (Dehts
and Obligations) ustil funds become availahle to make the refunds.

| Finding 2. Receipt of Contributions that Exceed Limits

Summary

A review of contributions from individuals and political committees identified 541
contributions, totaling $552,773, which exceeded the contribution limits. In some
instances the contributions wetre solicited after tha electioe to which they relate but there

1 If some of the passible prohibited contributions from LLC"s (limited liability corporations) are
determined to have an IRS filing status of partnership and no longer prohibited, the Audit staff will
evaluate therr as passibls excessive contributiens.
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were insufficient net debts to allow TFS to keep the contribution. The Audit staff
recommendid that TFE vither provide evidence that fie identifiod contribations were not
in excess of the nmimtions or refund $552,773.

Legal Standard

A. Authorized Cammittee Limits. An authorized committee may not receive more
than a total of $1,000 per election from any one person or $5,000 per election from a
multicandidate political committee. 2 U.S.C. §§441a(a)(1)(A), (2)(A) and (); 11 CFR
§§110.1(2) and (b) and 110.9(a).

B. Handling Contributions That Appear Excessive. If a committee receives a
contribution that appears to be excessive, the committee must either:

e Returu the questionable check to the donor; nr

e Deposit tha cheek into its federal acceont and:

o Keep enough maney in tivn accourn to cover all potential refunds;

o Kaep a written record explairing why the contribution may be illegal;

0 Include this explanation on schedule A if the contribution has to be itemized
before its legality is established;

0 Seck a reattribution or a redesignation of the excessive portion, following the
instructions provided in Cormnission regulations (see below for explanations
of reanrfution and redesignation); and

o If the comenittes does not receive a proper reditribution or rudesignation
within i0 days aftor receiving the excessive oontribwtian, refund the excessive
portion to the donor. 11 CFR §§103.3(b)(3), (4) and (5) and
110.1(k)(3)(ii)(B).

C. Contributions to Retire Debts. If an authorized candidate committee has net debts

outstanding after an election is over, a campaign may accept contributions after the

election to retire the debts provided that:

* The contribution is designated for that election (since an undesignated contribution
made after an election counts toward the limit for the candidate’s upcoming election);

e The centribution dees rot exceed the contributor’s limit for the designated election;
and

o The cainmdgn has net debts suisiunding for the designated election on the day it
receives the contribution. 11 CFR §i10.1(b)(3)Xi) and (iii).

D. Revised Regulations Applied. The Commission recently adopted new regulations
that allow committees greater latitude to designate contributions to different elections and
to reattribute contributions to joint account holders and has decided to apply these
regulations o curront mutters. The Audit staff has evaluated the excedsive contributions
discussed below using the new regulations.

Facts and Analysis

Ms. Terrell participated in three elections in 2002; a primary that consistad of filing the
necessary papers to qualify for the general election ballot, a general election, and because
no candidate received mare than 50% of the vote in the general election, a runoff. A

Attachment 1
Pace 11 Af21




11044293073

review of contributions from individuals and political committees identified 541
contributions, totahng $552,773, that exceeded the contribution limits for the primary,
geneaal or ranodf elscliont. In some cases the contributions wera received after an
election at a time when the Audit staff detarmined thare were ne net debts outstanding.
The At staff noted that a eignificant portitn of these exceacive contributions resulted
from TFS receiving $3,000 contributions from contributcas after the general electian.

e As of August 23, 2002, the date of the primary election, the Audit staff calculated that
TFS did not have net debts outstanding. The Audit staff identified certain contributor
checks dated and received subsequent to the primary election that were designated by
the contribuors for that election. TFS received 79 such contributions totaling
$115,50. These contritnitions were not futer redesigtiated by the contriburur to
anolher election zad should have beexr refunded. In addition, hne gxoeseive
contribution for $1,00) was received prica to the primary, which eaaild neither be
reattributed nor rodesignated.

o Asof November 5, 2002, the date of the general election, the Audit staff calculated
that TFS had net debts outstanding of $157,802. The Audit staff identified
contributions totaling $430,750 received after the general election some of which
were tesignated specifically for the geneval election and some of which were the
undesignated, excessive portions of run-off contributions that could be applied to
genesal election debt. Thase contributians wer: appliad tn the genesal debt in
chronclogiual osster until the debt wus exhauster. A reviow of the emainmg
contrihutions determined that TFS 1oceivad 63 contributions duvsigneied for the
general election, which excearled the amount needed to retire the net ciebts
outstanding for the general election by a total of $68,398. The remaining
undesignated, excessive run-off contributions that could not be applied to general
election debt are included in the excessive run-off contributions discussed below.

¢ The Audit staff determined that TFS had received 398 excessive contributions
totaling $367,875 relative to the runoff election. These excessive contributions wets
all received prior to Dece:mber 7, 2002, {he date of the runoff election.

At the exit conferonce, thar Audit otaff peavided TFS reproscmatives with a schedala of
the excessive contribations noted abave. TFS representatives lad ro comment.
Subsequent to the exit conference, TFS stated that they lack sufficient cash on hand to
make the refunds but would amend its reports to include all excessive contributions as
debts on Schedule D.

Interim Audit Report Revoinmerniation

The Auiiit staff recasamender tisat TFS:

e Pruvide avidence that the identifted contributions were gither not excessive or wore
aplicable 1o a net debt outstanding for a particular election; or

3 The Acudit staf€'s analysis of TFS acceunt balances through 1ee and of the audit period indicated sufficient
balances were maintained so that contributions designated for a particular election were not used for earlier

elections.
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¢ Refund $552,773 and provide evidence of such refunds (copies of the front and back
of the cancelled checks); and

e If funds were not availabis te make the necessary refunds, TFS should have amended |
its reports to reflect the smoumts to be refunded as debts on Schedule D (Debts and
Obligations Excluding Loans) until funds become avaimble to make the n:fnnds.

| Finding 3. Receipt of Bank Loan

Summary
The Candidate loaned TFS $101,000 from the proceeds of a bank loan. The Audit staff
was unable to determine if the bank perfected its security interest in collateral for the
loan. The Aadit sinff racomnmended tirat TFS provide dociacontaticn to show the loan
was properly secured.

Legal Standard '

Loans Excluded from the Definition of Contribution. The term “contribution™ does

not include a loan from a State or federal depository institution if such loan is made:

e in accordance with applicable banking laws and regulations;

¢ in the ordinary course of business;

e on a basis which assures repayment, as evidenced by a written instrument; and

e bearing the usual and custonrary interest rate of the lending institution. 2 U.S.C.
§431(8)(A)(vil); 11 CFR §100.7(b)(11).

Assurance of Repayment. Commission regulations state a loan is censidered made on a

basis which assures repayment if the lending institution making the loan has:

e Perfected a security interest in collateral owned by the candidate of political
committee receiving the loan.

e Obtained a written agreement whereby the candidate or political committee receiving
the loan has pledged future receipts, such as public financing payments.

o If theas requirements are not met, the Commission will consider the totality of
circumstanoes on a case by cas¢ busis in determining whether the loan was made on a
basis which assured repayment. 11 CFR §§100.7(b)}(11) and 100.8(b)(12).

Facts and Analysis _

On August 2, 2002, the Candidate obtained a $101,000 loan from First Bank and Trust
(FBT) which included a $1,000 prepaid finance charge and had a maturity date of August
2,2003. On August 5, 2002, the Candidate loaned TFS $100,000 from the proceeds of
this bank loan. The loan was repaid by TFS with a direct payment to the bank on
December 16, 2002, in the amount of $101,358, which included $1,358 in finance
charges. TFS provided ths Audit atsff with a ccpy df the promissory note betwean tiia
Candidate and the bank that states that collateral securing nther loans with Lensier nmy
also seeure this note; referencing it as “‘cross-cailateralizaiipm™ Further, a business loan
agreement submitted with the promissory note specifies the borrower is granting &
“continuing security interest” in any and all funds the borrower may now or in the future
have on deposit at FBT.
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The loan documentation provided neither described the collateral intended to secure this
loan, nor indicated that such security incsrest hod be:n pexfocted. The Candidate’a
financiel statement, presumably sobunitted as part of the appliaation praness, fails to
provide anty specific information of other debts awed to FBT which could be subjest ta
“cross-collateralization.” Further, the financial stztement states the borrower has no
accounts at FBT. Therefare, it is the Audit staff’s opinion that the loan does not meet the
Commission’s “assurance of repayment” standard.

At the exit conference, the Audit staff presented this tratter to TFS representatives. No
questions or comments were posed by the representatives.

Inteidzu Aunllit Report Rerommiendation

The Audit staff recommended that TFS provide documentation to show that the loan was
secured with collaterad that assures repayment; that the security interest in the collateral
had been porfected; and/or provide any comments it feels are relevant. Such
documentation should have inslyded a description and valuation of the collateral as well
as the balance of all other outstanding debt secured by such collateral.

| Finding 4. Misstatement of Finaneizl Astizity

Summary
TFS misstated receipts, disbursemants, and the ending cash balance during 2002. The
Audit staff recommended that TFS amend its reports to correct the misstatements.

Legal Standard

Contents of Reports. Each report must disclose:

e The amount of cash on hand at the beginning and end of the roporting period;

o The total amount of receipts for the reporting period and for the calendar year;

e The total amount of disbursements for the reporting period and for the calendar year;
and,

e Certain transactions that require iternization on Schedule A or Schedale B.

2U.S.C. §§434(b)(1), (2), (3), and (4).

Facts and Analysis

The Audit staff reconciled reported financial activity to bank records for 2002. The
following clrart outlines the discrepancies for receipts, disbursenzents, and the ending
cash balance oo December 31, 2002. Succeeding paragraphs address the reasons for the
misstatements, most of which occurred during the period after the general election. TFS
representatives indicated that during that period the volume of activity and staff turnover
contributed to lxpses in the dara entry of some meecipt and disburseueent criemsactions.
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2002 Campaign Activity
Reported | Bank Records | Discrepancy
Opening Cash Balance @ July 19, 2002 $0 $0 $0
Receipts $3,379,343 $4,072,919 $693,576
- Understated
Disbursements $2,760,279 $3,721,155 $960.876
Understated
Ending Cash Balance @ December 31,2002 | $633,564° $351,764 $281,800
Overstated
The understatement of receipts was the net result of the following:
o Transfer of funds from joint fundraisers nat reported (see Finding 7) + $302,000
o Transfer from joint fundraiser reported incorrectly (see Finding 7) - 157,500
e Contributions from political committees not reported (see Finding 6)  + 134,597
e Deposits which appear not to have been reparted (see Finding 5) + 405,713
e Unexplained differences + 8,766
Net Understatement of Receipts $ 693,576
The understatement of disbursements was the net result of the following:
e Payments to media vendor not reported + $ 685,000
e Bank Lome Remymentr nat reported + 301,422
e Miscellaneous Operating Expenses not reported + 3,006
o Disbursements Reporred Twice - 9,000
e Disbursements Reported - Unsupportod by Check or Debit - 15,000
Memo
e Reported Void Check - 12,834
e Unexplained Differences + 8.282
Net Understatement of Disbursements $ 960,876

TFS misstated the cash balance throughout 2002 because of the errors described above.
In addition, an incorrect cash balance was carried forward from the 30 Day Post Election
Report to the Year End Report which resulted in an overstatement of the cash balance by
$14,500. On December 31, 2002, the cash balance was understated by $281,800.

At the exit conference, the Audit staff explained the misstatements and previded
schedules of the repueting discmrpencies. TFS ropresenumives suited shieir latention 1
review the spreatshanie provided and expressed a willingness to fiie smended reports to

correct these misstatnmsants.

¢ This tnal dem nat foot; see expianation of ending cysh balangr baiow.
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Interim Audit Report Recommendation
The Aadit staff reccommended thet TFS file amended reports, by reporting period, to
correct the misstatemaats nated above, including emeided Schedules A and B as

appropriate.
Finding 5. Failure to Itemize Contributions from

7 Individuals

Summary

A sample test of contributions revealed that TFS did not itemize 15% of the contributions
from individuals on Schedules A as required. The Audit staff recommended that TFS file
amended Scherisles A, by reporting periad, 10 diselose contributions not previously
itemized.

Legal Standard

A. When to Itemize. Authorized candidate committees must itemize any contribution
from an individual if it exceeds $200 per election cycle either by itself or when
aggregated with other contributions from the same contributor; 2 U.S.C. §434(b)(3)(A).

B. Election Cycle. The election cycle begins on the first day following the date of the
previous genural election and ends on the date of the next general election. 11 CFR
§100.3(b).

C. Definition of Itemizntion. Itemization of contribulions received means that the

recipient committee discloses, on a separate schedule, the following information:

e The amount of the contribution;

e The date of receipt (the date the committee received the contribution);

e The full name and address of the contributor;

e In the case of contributions from individual contributors, the contributor’s occupation
and the name of his or her employer; and

e The election-cycle-to-date total of all contributions from the samie contributor. 11
CFR §§100.12 aud 104.3(a)(4) and 2 U.S.C. §434(b)(3)(A) and (B).

Facts andl Analysis

Based on a sample review of contributions from individuals, the Audit staff determined
that TFS did not itemize 15% of such contributions on Schedules A as required. The
majority of these errors resulted from contributions that were part of December 2002
deposits not entered into the database TFS used to file its disclosure reports (See Finding
4, Misstatement of Financial Activity). On October 10, 2003, TFS provided an up-dated
receipts databease which included the missing contributions for the momth of December
2002.

At the exit conference, tho Audit staff presented this matter to TFS representatives who
had no questions or comments at that time. As part of documentation submitted
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subscquent to the exit conference, TFS stated it is in the process of amending its reports
to disclose all omitied individual dorars.

Interim Audit Report Recommendation
The Aadit staff reccommended that TFS file amended Schedules A, by reporting period, to
correct the deficiencies noted above.

Finding 6. Failure to Itemize Contributions from Political

7 Committees

TFS did not itemize 80 contributions totaling $134,597 received from political
committees. The Audit staff recommended that TFS file amended Schedules A
discloging the contrbutions nat previously itemizad.

Legal Standard

A. When fo Itemize. Authorized candidate committees must itemize:

Every contribution from any political committee, regardless of the amount; and
Every transfer from another political party committee, regardless of whether the
committees are affiliated. 2 U.5.C. §434(b)(3)(B) and (D).

B. Definitinn of Itemization. Itamiration of contrihutions received mpans that the
recipient committee discluses, on a separate schedule, the following information:
The amount of the contribution;

The date of receipt (the riate the committee received the contributian);

The full name and address of the contributor; and

Election cycle-to-date total of all contributions from the same contributor. 11 CFR
§§100.12 and 104.3(a)(4) and 2 U.S.C. §434(b)(3)(A) and (B).

Facts and Analysis

A review of all contributions reeeived from political committees identified 80
contributions totaling $134,597 which were not itemized-on Schedules A of disclosure
reports filed by TFS. Similar to Contributions from Individuals discussed above, the
majority of thesn errors resulted from contributions that were part of December 2002
deposits not entered into the databese TFS used to file its disclosure reparts (See Finiding
4, Misstatement of Financial Activity).

At the exit conference, the Audit staff provided TFS representatives with a schedule of
the political conmitiee contributiohs not itemized. TFS representatives stated they would
review the spreadsheets provided and make apprupriate changes to TFS msports.

Interim Audit Report Recommendation
The Audit staff recanmended that TFS fiie amendad Scheduies A, by reporting poriod,
disclasing the contributions not previously itamized.
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Finding 7. Disclosure of Proceeds from Joint Fundraising
Activity

S

TFS failed to properly disclose the receipt of net proceeds from joint fundraising activity
with Louisiana Victory 2002 Fund and Terrell Victory Committee. The Audit ssaff
recommended that TFS file amended reports to correctly disclose these receipts.

Legal Standard

A. Itemization of Contributions From Joint Fundraising Efforts. Participating
political committeos mast report joint fundraising proceeds in accordance with 11 CFR
102.17(c)(8) when such funds are receivnd frum the fundfaising representative. 11 CFR
§102.17(cX3)Gii).

Each participating political committee reports its share of the net proceeds as a transfer-in
from the fundraising representative and must also file a memo Schedule A itemizing its
share of gross receipts as contributions from the original contributors to the extent
required under 11 CFR 104.3(a). 11 CFR §102.17(c)(8)(i)(B).

Facts anil Analysis

The Audit s1aff determined that TFS received a total of $420,500 in net proceeds from
joint fundraising activity; $396,000 from the Louisiana Victory 2002 Fund and $24,500
from the Terrell Victory Committee. Our review of these transfers noted the following:

e TFS did nat report nar itemize transfers totaling $295.000 from Lauisiann Victary
2002 Fund and $7,000 received from Terrell Victary Committee on Schedule A, line
12, Transfers from Other Authorized Committees, as required. (See Finding 4)

e TFS incomrectly disclosed the amount of a transfer received from Terrell Victory
Committee as $175,000, when the actual amount of the transfer was $17,500,
overstating reported receipts by $157,500. (See Finding 4)

e TFS did notiitentize its share of the gross receints as cantriboticns from the original
contribusars as required on memo Schedulas A for any of the $420,500 in transfers of
joint fundraising praceeds. TFS records did not contain this information. During
fieldwork, TFS obtained the information from both of the joint fundraising

committees.

At the exit conference, the Audit steff provided TI'S representatives a schedule of the
omitted timsfees from joint fundraising activity noted above. TFS represenratives stated
their inteniion to review tire sprendsheeis provisied and expreseed a willingoess to fiin
amended reporee to correctly report its activity.

Interim Audit Beport Recommmendation

The Audit staff recommended that TFS file amended Schedules A to disclose the receipt
of net fundraising proceeds, along with the required memo entries.
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Finding 8. Disclosure of Occupation and Name of
| Employer '

S

TFS did not adequately disclose occupation and/or name of employer information for
1,173 contributions from individuals totaling $812,585. In addition, TFS did not
demonstrate best efforts to obtain, maintain and submit the information. The Audit staff
recommended that TIS either: provide documentation that demonstrates best efforts were
made to obtain the missing information or cortact each contributor lacking the
informution, submit evidence sf such contact, and disclose any mfonmation received in
amended repons. )

Legal Standard

A. Required Information for Contributions from Individuals. For each itemized
contribution from an individual, the committee must provide the contributor’s occupation
and the name of his or her employer. 2 U.S.C. §431(13) and 11 CFR §§100.12.

B. Best Efforts Encures Compliance. When the treasurer of a political committee
shows that the committee used best efforts (see below) to obtain, maintain, and submit
the information required by the Act, the committee’s reports and records will be
considered in compliance with the Act. 2 U.S.C. §432(h)(2)(i).

C. Definition of Bost Efforts. The treasurer and the coiamittee will be considered to

have used “best efforts” if the comniittee satizfied all of the following criteria:

o All written solicitations for contributions included:

o A clear request for the contributor's full name, mailing address, oczupation,
and name of employer; and
o A statement that such reporting is required by Federal law.

»  Within 30 days after the receipt df the comtribution, the tasasurer made at least one
effort to obtain the missing informatlon, in eithet a writen request or a documeried
oral request.

o The treasurer reposted any contributor informatian that, aithough ot initialty
provided by the contributar, was ahtaincd ic @ fellow-up camsnunication or wns
contained in tho commuistee’s records ar ir priar reports that the cemmittee filed
during the same two-year election cycle. 11 CFR §104.7(b).

Facts and Analysis :

The Audit staff reviewed afl contritutions from individuals itemized on Schediles A of
TFS disclosuse r2ports, witich wete in an asmnount or aggregute greater thun $200 for
adequate disrlosure of ocaupation antl/or name of employer. The review identified 1,173
contributions from 939 contributors, totaling $812,585, that did not have an occupation -
and/or name of employer disclosed properly. Of the 1,173 errors identified, 1,080
(92.07%) were blank, disclosed as “N/A” or “Information Reqeested.” The memaining
errors (7.93%) consisted of incomplete disclosures (for example, an employer was
disclosed but no occupation). It was noted that TFS solicitation devices properly
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contained a request for occupation and name of employer. However, the records
provided to the Audit staff did not contain any follow-up requests for the missing
contributor infaneation. As suchi, TFS dbes 1ot appear 10 have made “best efforts™ to
obtain, maintain end repott eccupatina and name of employer inftamsatien.

At the exit conferenee, the Audit staff pravided TFS representatives with a scheduls of
the individuals far which occupation and/or name of employer was not properly
disclosed. TFS representatives stated they wauld review the spreadsheets provided and
would file amended reports to correctly repart this activity.

Interim Audit Report Recornmendation

The Audit staff recommended that TFS take the following action:

e Provide documentation such as phone logs, returned contributor letters, completed
comtributor contact irfformetion sheots or other materials which demonstrated that best
efforts ware mada to obtain, maintain, and subrnit the required disclasure
infarmation; ar

¢ Absent such a demonstration, TFS should have mmde an effort to contact those
individuals for whom required information is missing or incomplete, provided
documentation of such contacts (such as copies of letters to the contributors and/or
phone logs), and amended its reports to disclose any information obtained from those
contacts.

| Finding 9. Failure to File 48-Hour Notices |

Summary
TFS failed to file 48-hour notices for 77 contributions totaling $106,100. The Audit staff
recommended that TFS provide evidence that 48-hour notices were timely filed.

Legal Standard

Last-Minute Contributions (48-Hour Notice). Campaign committees must file special
notices reganding contributions of $1,000 or more received less than 20 days but more
than 48 hours before any election in which the candidate is running. This rule applies to
all types of contributions to any authorized committee of the candidate. 11 CFR

§104.5(P).

Facts and Analysis
The Audit staff reviewed those contributions of $1,000 or more that were received during

the 48-hour notice filing period for the primary, general and runoff elections. TFS failed
to file 48-hour notices for 77 contributions totaling $106,100 as summarized on the next

page.
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Election Type Number of Notices Total
Primary )| $1,000
General 6 $6,000
Runoff 70 $99,100
48 Hour Notices Not Filed 717 $106,100

At the exit conference, TFS was provided a schedule of the 48-hour notices not filed.
TFS representatives stated they would review the spreadsheets and provide additional
documentaiion that wauld reduce the number of errars.

Interizn Audit Repnrt Recoramendation
The Audit staff recommended that TFS provide evidence that 48-hour notices were

timely filed or submit any written comments it considers relevant.
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Terrell for Senate

Review of Committee Amended Reports Filed 8/18/04 subsequent to the Final Audit
Report (approved 8-4-04 & roailed B-6-04)

[Finding 1. Receipt of Prohibited Corporate Contributions |

The Audit Staff (A/S) reviewed the amended reports filed 8/18/04 for calendar year 2002
and the most current report filed (period ending 9/30/04) to determine if the 65 prohibited
corporate contributions had been refunded or, absent sufficient funds, disclosed on
Scliedule D (Debts and Obligations), as recommended.

The A/S determined that although nene of the items were refunded; each prohibited
corporate contribution had been disclosed as a debt on the amended disclosure reports, as
reconmended. However, even if these amendments had been timely submitted, the
matter would still have been referved since none of the prohibited contributians have been
refunded.

1184429320683

| Finding 2. Receipt of Contributions that Exceed Limits |

The A/S reviewed the amended reports filed 8/18/04 for calendar year 2002 and the most
current report filed (period ending 9/30/04) to determine if the 541 excessive
contributions had been refunded, or, absent sufficient funds, disclosed on Schedule D
(Debts and Obligatianc), as recommended.

The amended 2002 Year End and the 2004 October Quarterly reports disclosed lump sum
amounts for the primary ($116,500), general ($68,398.15) and runoff ($367,875)
excessive contributions as debts on Schedule D. Although these amounts are correct in
total, the excessive amounts should have been disclosed for each individual contributor,
not as lump sum amounts. However, even if these amendments had been timely
submitted, the matter would still have been referred since none of the exeessive
cordributions have been refunded.

|Finding 3. Receipt of Bank Loan

The A/S reviewed the amended reports filed 8/18/04 for calendar year 2002 to determine
if the amount of the loan had been reported correctly as $101,000 and if any additional
disclosure has been provided clarifying collateral used to secure that loan.

The amended reports still disclose the loan amount as $100,000. The original reports
filed did not disclose the loan as being secured or not; however, the smended reports
disciosed the loan as not secured. Therefore, even if the amended reports had een
sukmitted timely, the matter would still have been referred.
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[Finding 4. Misstatement of Financial Activity I

The A/S reconciled the activity disclosed on the amended reports filed 8/18/04 to bank
activity for calendar year 2002 to determine if the misstatement of financial activity had
been corrected as recommended.

The reconciliation indicated that the amended disclosure reports materially corrected the
reported activity for calendar year 2002. Therefore, even if the amended reports had been
submmitted timely, the matter would still have been referred since the misstaterrrent was
significant.

Finding 5. Failure to Itemize Contributions from
Individuals

The A/S reviewed the amended reports filed 8/18/04 for calendar year 2002 to determine
if contributions from individuals not previously itemized had been disclosed as
recommended.

The 10 itemization errors that occurred in the sample testing of contributions from
individuals were traced to the amended reports and all 10 contributors had been correctly
disclosed. Had these amendments been filed timely, there would have been no referral of
this matter.

Finding 6. Failure to Itemize Contributions from Political
Committees

The A/S reviewed the amended reports filed 8/18/04 for calendar year 2002 to determine
if contributions from political committees not previously itemized had been properly
disclosed as recommended.

The 80 itemization errors for contributions from political committees were traced to the

amended reports and it was determined that all 80 had been correctly disclosed. Had
these amendments been filed timely, there would have been no réferral of this matter.

Finding 7. Disclosure of Proceeds from Joint Fundraising

_ Activit_y;

The A/S reviewed the amended reports filed 8/18/04 for calendar year 2002 to determine
if the transfers of net proceeds from joint fundraising activity not previously itemized had
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been disclosed and that one such transfer disclosed incorrectly, had been corrected. The
A/S also determined if memo entries had Yeen provided to disclose the Committee’s
share of the gross receipts as contributions from the original contribators for any of the
$420,500 in transfers of joint fundraising proceeds.

The A/S determined that all transfers were disclosed on the amended reports, as
recommended.

With respect to the memo entries required to disclose the original contributors, the A/S
noted the following:

1. Itemization — The amended reports provided memo entries disclosing the
original contributor for nearly all the transfers of joint fundraising activity.

2. Disclosure - For 16.62% of these memo entries, the amounts were disclosed
incorrectly. It appears the Committee picked up the wrong amount from the
schedule provided by the A/S. The Committee discloszd the gross amount of the
contributor’s contribution received by the joint fundraising committee rather than
the gross portion of the contribution allocated to the Committee. In addition,
none of memo entries reviewed disclosed election designation or aggregate
election-cycle-to-date totals.

3. Oceupation anti Nume of Employer (QCC/NOE) - Far 26.58% of these mhemo
entriss, the Conumittee did not disclosed OCC/NOE correctly. The errors resulted
from the Committee disclosing “Information Requested” for OCC/NOE. Best
efforts cauld not be deiesmined since no documentation was provided by the
Committee or the Jaint Fundraising Representative.

The disclosure of the transfers of net proceeds from joint fundraising activities was
corrected and would not have been referred if the amendments had been filed timely.
However, even if these amendments had been timely submitted, the inadequate disclosure
relative to the original contributors on memo Schedules A would have been referred.

Finding 8. Disclosuxe of Occupdtion and Name of
Emplaoyzr

The A/S reviewed the amended reports filed 8/18/04 for calendar year 2002 to determine
if occupation and/or name of employer (OCC/NOE) had been correctly disclosed for the
1,173 exceptions noted in the audit report.

Prior to beginning this review, the A/S contacted the Committee and requested its
electranic file for thase amemdinents so as to weview the disclosure ef OCC/NOE for all
1,173 contrihutions. None was provided. Therefore, due to time constraints and the
number of items to be reviewed, the A/S determined that 200 sample items would be
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randomly selected and reviewed for adequate disclosure of OCC/NQOE. The results of
this review are as follows:

Contributions with adequate disclosure of OCC/NOE - 138
Contributions for which OCC/NOE remains inadequately disclosed - 59
Contributions not appearing on antended reports -3

Total Items Reviewed ZE

The sample indicates that for a material number of items (31%), disclosure remains
inadequate. No documentation has been provided by the Committee to document its
follow up efforts to obtain this information. However, based on the additional
information disclosed by the Committee for 69% of the sample, a follow-up effort
appears to have been made. It appears the Committee may have exercised best efforts; as
such, it is likely that had these amemiments been filed timely, this matter would not have
been referred.

|Finding 9. Failure to File 48-Hour Notices

The amended reports do not address this matter.
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